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ARGENTINA: KEY ECONOMIC INDICATORS 


All values in U.S. $ million Exchange rate as of Dec. 31, 
and represent period averages 1978, one dollar equals 1,003 
unless otherwise indicated Argentine pesos 


% Change 


ITEM 1977 1977/76 


1978 E/ 


INCOME, PRODUCTION, EMPLOYMENT 


GDP at Current Prices 1/ 38,758 : 61,044 
GDP at Constant (1960) Prices 21,870 : 21,818 
Per capita GDP, Current Prices(dollars)1/ 1,526 ; 25,339 
Gross Fixed Investment (1960 Prices) 4,316 ; 4,570 
Total Consumption Expenditures (1960 17,082 3 16,000 
Prices) 
Industrial Production Index (1960=100) 230.5 ® 201.0 
Population (millions) 25.4 ; ; 26.1: 
Labor Force (millions) 10.4 ° é 10.8 
Avg. Unemployment Rate (%) (October) 4.8 ; 2.6(Aug. ) 


MONEY AND PRICES 


Money Supply (Mj) (Dec.) (Billion Pesos) 2/ 927 2,086 4,300 
Interest Rate (Dec.) (Commercial Banks) 3/ 130% 294% 180% 
Indices: (Annual Averages) 
Wholesale Prices (1960=100) 44,232 110,338 270,990 
Retail Prices (1974=100) 1,472 4,064 11,196 


BALANCE OF PAYMENTS AND TRADE 


Gold & For. Exch. Reserves (Dec.) 1,812 4,039 122.9 5,900 
External Public Debt 4/ 4254 4,930 16.0 5,000 
Balance of Payments +125 +2,479 1,833 3,300 
Balance of Trade 883 1 on0 71.0 2,500 
Exports, Total (FOB) 3,916 5,652 43.2 6,500 
Exports to U.S. 270 383 41.8 520 

U.S. Share (%) 6.9 6.8 - 8.0 
Imports, Total (CIF) 35,033 4,163 35:52 4,000 
Imports from U.S. 937 192 43.8 760 

U.S. Share (%) 17.7 18.5 - 19.0 


Main imports from U.S. in 1977: Commodity, Quantity (in million pounds), and 
Value (in million dollars): Organic Chemicals 349.6/67.6; Coal Anthracite & 
Bituminous 1,480.4/38.0; Pumps, centrifuges and parts 6.0/19.9; Construction 
& Mining Machinery 14.0/32.1; Mechanical Handling Mach. & Equip. 14.4/25.1; 
Electrical Power Mach. & Parts 6.3/22.8; Tractors, except road and industrial 
18.9/33.5; Aircraft, heavier than air 0.2/22.2. 


E/ Estimated 

1/ In addition to real growth and inflation in U.S., figures reflect appreciation 
of the peso in real terms in relation to the dollar. 

2/ Currency in hands of the public and demand deposits. 

3/ Transferable 30-day CD's on loans (effective annual rate) 

4/ Capital only, disbursed over 180 days maturity. 


SOURCES: Ministry of Economy, National Institute of Statistics and Census and 
Central Bank, all in Buenos Aires; U.S. Bureau of the Census, Wash. 





ARGENTINA 


Summary 


The year 1978 proved to be a disappointment for the Argentine economy. The 
Government's stabilization program produced a recession but made no per- 
ceptible progress in bringing down inflation -- still the highest in the 
world. Unemployment remained very low but, with consumption for the year 
dropping, the presumption is that real wages also declined. Fiscal 
improvement was limited, largely because of a shortfall in tax revenue 
and unforeseen outflows in connection with military preparations related 
to the Beagle Channel dispute with Chile. The money supply expanded 
rapidly and appears to have accommodated inflation. The external sector 
registered a large balance of payments surplus, with the Central Bank's 
reserves at year-end equivalent to 17 months of imports. Foreign invest- 
ment during the year only rose modestly. Assuming economic and political 
continuity, the outlook is for modest growth of the Argentine economy in 
1979. Much will depend on the Government's ability to make progress in 
combating inflation. The Government's economic policies have come under 
increasing attack from all sectors, as sacrifices have failed to justify 
the results achieved. As the year ended, the Minister of Economy announced 
a new stabilization strategy designed to reduce inflationary expectations, 
to lower production costs, and to open up the market further to foreign 
competition. The strategy is risky and, if it fails to bring down infla- 
tion, could lead to serious political difficulties for the Government's 
economic team. 


In 1979, U.S. exports to Argentina should pick up as the Argentine 

economy recovers from its recession. Other favorable factors include the 
high level of Argentina's foreign exchange reserves, further liberalization 
of imports through tariff reform, the continued appreciation of the peso 
relative to the dollar in real terms, and major investment projects 
requiring substantial imports of capital goods equipment. U.S. investment 
should also increase in Argentina, particularly in the petroleum sector 
where the Government has actively sought the participation of private com- 
panies, both domestic and foreign. 


GDP Fall in 1978 


The year 1978 proved to be a disappointment for the Argentine economy, with 
GDP declining 3.5 - 4 percent to approximately the same level as 1974. The 
Government's stabilization program provoked a deep decline in production in 





the first quarter of the year and recovery was much slower than expected. 
As the year ended, economic indicators showed a continued upward trend in 
production and pointed toward positive growth in the fourth quarter. With 
stocks at normal levels, the first quarter of 1979 is expected to show a 
sharp rise in GDP over the dismal level of activity in the same period 

in 1978. Thereafter, GDP recovery should be modest, with growth for full- 
year 1979 on the order of 4-5 percent. 


The manufacturing sector registered a drop in production of around 

7 percent in 1978 and, because of its large weight in the National Accounts 
(35 percent), was responsible for much of the decline in GDP. High 
interest rates (at least in nominal terms) encouraged businesses to reduce 
stocks to a minimum and discouraged sales on credit. The automotive and 
tractor industries were particularly hard hit, registering drops of pro- 
duction of 24 percent and 78 percent respectively. General Motors, whose 
share of the local market had declined over the years, finally decided on 
economic grourds to close down its automotive operations in Argentina. 

High idle capacity and uncertainty regarding the Government's tariff 

reform program dampened investment and hurt capital goods sales (invest- 
ment in machinery and equipment was down 21 percent). Consumer goods 

sales also suffered from lagging real wages, especially during the earlier 
months of the year. By the end of 1978, conditions in a number of indust- 
ries had improved to the point that production was above that of a year 
ago. The sector faces increased foreign competition in 1979 as imports 

are generally liberalized, and industry representatives have been adamantly 
criticizing the Government's plan to open up the Argentine economy -- a 
plan they believe will lead to disaster. Legislation that will affect the 
automobile industry, expected to be promulgated in 1979, will allow 

imports of cars (completely banned at present), increase the permissible 
foreign content of locally produced cars, and lower tariffs. Pro- 

tection for the automobile industry will nonetheless remain high and the 
initial impact of the legislation is expected to be minimal. The manu- 
facturing sector as a whole should receive a boost as the projected decline 
in interest rates stimulates both investment and consumption. 


Agriculture had another good year. The 1977/1978 grain and oilseed har- 
vest is estimated at 29.2 million tons -- an excellent harvest despite a 
9.6 percent drop from the year before. The sharp decline in wheat pro- 
duction was largely offset by major increases in production of corn, sor- 
ghum, and oilseeds (particularly soybeans),and international prices for 
these products rose substantially in 1978. The outlook is for another fine 
crop in 1978/1979, with a total grain and oilseed harvest of 30.1 million 
tons. Wheat production is expected to increase to 7.3 million tons (up 

38 percent); corn and sorghum production will both be down 13 percent, with 
respective crops of 8.3 million tons and 6.0 million tons. Exports of 
major agriculture commodities in 1979 are forecast as follows: grains -- 
13.3 million tons (about the same as 1978); oilseeds -- 3.0 million tons 
(up 22 percent), with virtually all the increase accounted for by soybeans; 
and beef -- 700,000 tons (down 6 percent in volume but much higher prices). 





Despite the overall decline in gross fixed investment (down about 11 per- 
cent), the construction sector did well in 1978. Construction activity 
increased by around 8 percent, benefiting from substantial public works 
projects for the 1978 World Cup Soccer Championship and from private sec- 
tor construction of homes and office buildings. The Government has 
announced a $20.5 billion investment plan for the 1979-81 period 

(roughly $6-7 billion per year) which should keep the sector active for 
the next few years. 


Inflation is Still the Principal Problem 


Inflation is still the principal economic problem facing Argentina. The 
Government has used a variety of anti-inflationary strategies during the 
past year or so ,and the results thus far have been disappointing. At the 
end of 1977, the Government applied the monetary brakes, brought interest 
rates to record levels both in nominal and real terms, and provoked a 
recession. In May 1978, the Government attempted to "de-index" the 
economy by replacing the crawling peg mini-devaluation system with a 

"free market" devaluation system and by staggering and using differential 
rate adjustments for public services based on actual increased costs. The 
Government also adopted peso deposit requirements to curb the large inflow 
of foreign capital attracted by high domestic interest rates which had a 
strong expansionary impact on the money supply. Neither of these strate- 
gies produced the desired results. Inflation in 1978 was roughly the same 
level as in 1977. The Consumer Price Index rose by 169.8 percent (9.4 per- 
cent higher than in 1977) and the Wholesale Price Index by 141.7 percent 
(5.4 percent lower than in 1977). 


On December 20, 1978, Minister of Economy Martinez de Hoz announced a 
series of new measures defining the Government's anti-inflationary 

strategy during the first eight months of 1979. The strategy attempts to 
attack inflationary expectations, which in Argentina have tended to be 
self-fulfilling, and also to reduce production costs. The measures 
announced include: fixed but declining rates of devaluation and of 
adjustment of prices of public services for the first eight months of 1979; 
a threat to lower external tariffs more rapidly on those products whose 
prices rise more than the rate of devaluation; monthly adjustments of 
minimum wages at a fixed rate; and liberalization of regulations on 

capital inflows. The initial public reaction was that, although the 
measures may have some beneficial effect, inflation will continue to exceed 
the rate of projected adjustments -- particularly since the measures will 
make it difficult to control monetary expansion. A private survey taken 
just before the measures were announced showed that the private business 
community expected inflation in 1979 to be about 100 percent -- an estimate 
which has continued to be widely held. 


Low Unemployment but Lagging Wages 


Despite the recession, the latest statistics made public by the Government 
indicate that unemployment in Buenos Aires and its suburbs was 2.6 percent 
in August 1978 -- a drop from the already low 3.9 percent registered in 





May 1978. (For survey purposes, a person who works at least one hour a 
week is considered employed. No recent unemployment figures are available 
for other cities.) The continued recovery of the economy during the 
latter part of 1978 may have decreased the unemployment rate even further. 
In any case, the statistics lend credence to reports that a shortage of 
labor, particularly skilled labor, exists in certain industries. 


Unfortunately, reliable Government statistics on real wage trends do not 
exist. The presumption is that real wages declined in 1978 because the 
National Accounts showed a drop in consumption of 3.7 percent during the 
first nine months of the year. However, these same accounts register a 
steady increase in consumption each quarter from the low reached in the 
first three months of 1978. A private wage survey prepared by the 
Christian Businessmen's Association (ACDE) shows a similar trend, with 
both wage rates and the number of hours worked increasing from the lows at 
the beginning of 1978. According to the ACDE series, blue collar real 
wages for a "normal" work day in September 1978 were 19 percent below the 
June 1973 base. However, they were about the same as real wages in June 
1976 and slightly higher than those in September 1977. These indexes 
reflect averages and therefore mask differences among sectors and cate- 
gories of workers, with workers in depressed industries and at the lower 
end of the wage scale generally faring worse than the average. Whatever 
the objective reality is, the fact remains that there is widespread dis- 
content in labor circles over the current level of real wages. 


The Government has announced that it will complete a study prior to 

March 31, 1979 of ways to reduce the current high level of social payments 
and contributions which companies must make on behalf of their employees. 
According to a study prepared by the Economic Research Institute of the 
University of Buenos Aires, the social charges as a percentage of wages are 
over 100 percent. The Government believes that it may be possible to 
provide these same social services to the workers at a lower cost, thereby 
permitting firms to pass on the savings to the workers in the form of extra 
pay. 


During the first eight months of 1979, the Government will also increase 

the minimum salary and basic contract wages by 4 percent per month, thereby 
eliminating the past practice of large official wage adjustments every 

four months which gave a strong psychological impulse to inflation 
(unofficially, many private firms adjusted wages on a monthly basis anyway). 
These increases are over and above those decreed through periodic adjust- 
ments in the basic contract wage lists and flexibility margins -- mechanisms 
which will be used in the event (as is likely) that inflation is more than 

4 percent per month. 


Fiscal and Monetary Management Shows Limited Progress in 1978 


Budget figures for the first 11 months of 1978 register a Treasury deficit 
on the order of 2.5 percent of GDP and, with one month left in the exercise, 
the final result for the year might not be much lower than the 3.2 percent 





of GDP of 1977. Moreover, any progress in relation to 1977 would be 
partially accounted for by the replacement of Treasury financing of opera- 
tions of Provincial Governments and state enterprises with financing from 
the private sector for these entities and by the transfer of substantial 
education and health expenditures to the account of local governments. 

The Government's commitment to finance the Treasury deficit without 
recourse to the Central Bank may have been met for the purposes of the 
statistics but not in the strictest sense. In an apparent effort to reduce 
the burden of interest rates, the Government regularly borrowed from the 
Central Bank and cancelled these "temporary" advances at the end of the 
month by selling Treasury bills. By December 1978, these "temporary" 
advances which were being rolled over totaled over U.S. $500 million. 


The Treasury Budget was adversely affected by a substantial shortfall in 
current revenue and particularly taxes (about 13 percent reduction in real 
terms compared with 1977). The depressed level of economic activity 
reduced receipts from import duties and such taxes as those on production, 
value added, and fuel. Expenditures, on the other hand, had to include 
unforeseen outflows resulting from military preparations related to the 
Beagle Channel territorial dispute with Chile. The Government of Argentina 
purchased large amounts of military equipment abroad but, to the extent 

it was financed, the impact will be mainly registered in future budgets. 
However, some of the domestic purchases of material, clothing, and fuel 
would have to be defrayed currently. 


In terms of the whole public sector, including the Central Administration, 
Provincial Governments, autonomous public entities, and state enterprises, 
the 1978 fiscal deficit was estimated at around 4.5 percent of GDP 

(versus 5.5 percent of GDP in 1977). For 1979, the Government's fiscal 
goal is to limit the total public sector deficit to 4 percent of GDP, keep- 
ing the Treasury deficit to 1 percent of GDP and the remainder of the pub- 
lic sector to 3 percent of GDP. The Government will: reduce the amount 
of public sector investment from 11.5 percent of GDP in 1978 to 10.5 per- 
cent of GDP in 1979, whenever possible encouraging the participation of the 
private sector both in terms of financing and execution (e.g. gas pipe- 
lines, aqueducts, telephones); engage the services of foreign consultants 
to reorganize and improve the efficiency of the government bureaucracy; and 
continue to sell off to the private sector those companies which the pre- 
vious regime put under state management because they were on the verge of 
bankruptcy. Much will depend on what happens to inflation. With the 
prices for public services set for the first eight months of 1978, the 
finances of the state enterprises may be hard pressed if the rate of 
inflation greatly exceeds the monthly adjustments of prices of public 
services (@rojected monthly increases range from 5.9 percent in January and 
decline to 4.5 percent in August), particularly now that they have lost 
their tax exemption. 


The Central Bank's monetary policy in 1978 appears to have accommodated 
inflation rather than curbing it. The money supply (M2) expanded 148.4 per- 
cent during the first 11 months or about the same as the rise in the 
Consumer Price Index during the same period. A substantial amount of the 





expansion was caused by the rapid lowering of reserve requirements during 
the year, from 44 percent in January, 1978, to 27 percent by January, 
1979. The Central Bank's manipulation of the reserve requirement served 
to keep the financial markets supplied with sufficient liquidity to meet 
the substantial demands for credit from the public sector (during the 
January-November period, bank credit to the public sector increased 

173 percent) and to push down interest rates from the highly positive 
real levels at the end of 1977. The result was that interest rates 
tended to be negative throughout the year when adjusted for inflation. 


In May, 1978, the Central Bank replaced the "mini-devaluation" exchange 
rate system by a "free market" one based on the supply and demand for 
foreign currency. Under the "free market" system, the rate of devaluation 
of the peso in relation to the dollar was nominally 67.6 percent. 

However, since the rate of inflation during this period was much higher 
(CPI rose 169.8 percent), the effect on relative international prices 

was the equivalent of having the peso appreciate in relation to the dollar 
in real terms. Using the Consumer Price Index as a deflator, the dollar 
lost 37.8 percent of its purchasing power in Argentina during 1978. In 
terms of current dollars, Argentine GDP, wages, and prices of other fac- 
tors rose substantially. Foreigners living or visiting Argentina are 
amazed at the general high cost of living in dollar terms and particularly 
at rents, which appear to be the highest in the world. Conversely, 
Argentines have seen their incomes rise substantially in dollar terms and 
are traveling abroad in droves because they find foreign prices relatively 
inexpensive, particularly in the United States. Argentine exporters have 
complained about the adverse effect the relatively slow rate of devaluation 
is having on their ability to compete abroad, and local manufacturers have 
lamented the threatened increased competition from imports (although 
reduced, tariff protection for most products is still high). 


The outlook for 1979 is for continued fast expansion of the money supply. 
In December, 1978, the Government eliminated the peso deposit requirements 
established in May, 1978 for foreign loans and reduced the minimum term 
for foreign financial loans to one year (minimum term was previously two 
years). At the same time, the Government specifically set the rate of 
devaluation, starting at 5.2 percent for January and gradually declining 
to 3.8 percent for August -- or a total of 41.8 percent for the eight- 
month period. These measures are expected to stimulate substantial 

inflow of capital, swelling reserves, until internal interest rates decline 
and roughly equal those abroad after including devaluation and exchange 
risk (with devaluation known for eight months and minimum term one year, 
there would be at least four months of risk initially). The monetary 
authorities have announced their determination to offset the money supply 
generated by capital inflows through open market operations, but it is 
questionable how successful they can be. A reflection of their doubts is 
that they have limited their monetary targets to the money supply (a con- 
cept broader than M3) generated from domestic sources: 15 percent by the 
end of March and 30 percent by the end of June, 1978. As they soak up 
liquidity, interest rates will rise or at least not fall and, therefore, 
generate more impetus for foreign inflows. The measures are also likely 





to affect the competitive position of some sectors of the Argentine 
economy. Since the rate of devaluation will probably continue to lag 
behind the rate of inflation, exports will be discouraged and imports 
encouraged. In addition, the local banking sector will have to face 
increased competition from abroad and reduce their spreads. This com- 
petition may force some of the weaker financial institutions out of 
business -- a result which may be healthy in the long run but could cause 
a crisis of confidence initially. 


External Sector Strong; Modest Growth in Foreign Investment 


Argentina's balance of payments performance in 1978 continued to exceed 
even the most optimistic projections at the beginning of the year. Pre- 
liminary estimates for 1978 indicate that the balance of payments surplus 
for the year was about $3.3 billion. The Central Bank's reserves increased 
by $1.8 billion to $5.7 billion -- the equivalent of 17 months' imports. 

At the same time, Argentina took advantage of its strong financial position 
to prepay two years before maturity $1.3 billion in compensatory financing 
it obtained in 1976 from the IMF and U.S., European, Japanese, and Canadian 
commercial banks. By September 1978, virtually all of the Central Bank's 
external liabilities had been eliminated. 


The balance of trade contributed about $2.5 billion of the payments sur- 
plus, with exports of $6.5 billion (up 15 percent in nominal terms) and 
imports of $4.0 billion (slightly below 1977 in nominal terms). The 
substantial increase in foreign sales of beef and the improvement in 
international prices for grains accounted for much of the boost in exports. 
The recession also diverted some industrial production to the external 
market (e.g. steel exports increased by $250 million) and discouraged 
imports of machinery and equipment and raw materials. 


The outlook is for another large balance of payments surplus in 1979. The 
recent liberalization of Central Bank regulations on capital flows should 
produce a substantial surplus in the capital account. At the same time, 
there should be another sizable surplus in the trade account, although 
smaller than the one for 1978. Export earnings, particularly from the 
agricultural sector, should remain at a high level. Imports, on the other 
hand, should register a strong increase as the economy recovers and import 
barriers are reduced further. The Government has announced that, 
beginning in January 1979, tariffs will be reduced gradually over a 

period of five years. To soften the blow for local industry, tariff 
reductions will be minimal the first year. The tariff reform will reduce 
the maximum tariff from the current 85 percent to 40 percent at the end 

of the five-year period; the minimum tariff will remain unchanged at 10 per- 
cent. However, in order to encourage investment, the current 10 percent 
duty on capital goods not produced in Argentina will be suspended through- 
out 1979. The Government has also passed a new regime giving tariff 
exemption for temporary imports to be processed locally and re-exported. 
This regime is designed to attract new investment, both domestic and 
foreign, for the export market or to make use of the high unused capacity 
existing in some industries. 





10 


Foreign investment in Argentina in 1978 was adversely affected by the same 
economic factors bearing on domestic investment and, although full-year 
figures are unavailable, probably only registered modest growth. The 
main areas of interest continued to be petroleum and banking. In the 
area of legislation, positive developments included the new Risk Contract 
Hydrocarbon Law (Law 21778 of April 17, 1978) and the implementing 
regulations (Decree 1885 of August 15, 1978) to the new Transfer of 
Technology Law. However, there has been no forvard movement as yet on a 
new mining promotion law and therefore private investment in the sector 
is being held back, including a $1 billion copper project proposed by a 
major U.S. company. 


Business sources report that they are not experiencing any significant 
difficulties in registering new foreign investments or technology contracts 
under the new legislation. Argentine statistics indicate that the 
Government approved $348.5 million in direct investment proposals during 
the March 1977 - August 1978 period: $114.6 million in capitalization of 
existing credits and $233.9 million in new investments. About half of the 
new investments consisted of temporary imports of capital for petroleum 
and gas production andwere almost entirely U.S. in origin. In addition, 
the Government estimates that foreign companies already established in 
Argentina reinvested $300 million from local earnings during this period. 
(Government does not have to approve reinvestments so long as they are 
below certain limits.) Since direct foreign investment registered at the 
Central Bank totaled $4.6 billion in August, 1976, foreign direct invest- 


ment in Argentina should have risen to around $5 billion by the end of 
1978. Assuming continued political and economic stability, foreign 
investment in 1979 should benefit from the same favorable factors which 
will give a boost to domestic investment. 


Implications for the US 


According to U.S. statistics, U.S. exports to Argentina during the first 
six months of 1978 totaled $341 million (up 4.0 percent) and U.S. imports 
from Argentina $264 million (up 43 percent), leaving a favorable trade 
surplus of $77 million but one sharply lower than the year before. 
Although the increase was small, U.S. exports to Argentina performed 
better than expected given the restrictive Eximbank and FCIA policy and 
the 13 percent general decline in imports into Argentina. In 1979, U.S. 
exports to Argentina should pick up as the Argentine economy recovers 
from the current recession. Favorable factors includethe high level of 
Argentina's foreign exchange reserves, further liberalization of imports 
through tariff reform, the continued appreciation of the peso relative to 
the dollar in real terms, the expected increase in activity by Eximbank 
and FCIA in support of U.S. exports to Argentina, and major investment 
projects requiring substantial imports of capital goods equipment. U.S. 
suppliers may find particularly attractive sales opportunities for pro- 
jects financed by the IBRD, IDB, and IFC (these institutions approved 
credits to Argentina totaling $515 million in 1977 and $452 million in 
1978). For a detailed assessment of export opportunities, interested U.S. 
suppliers may wish to obtain from the Department of Commerce a copy of the 
latest "Best Prospects" reports on Argentina. 





The U.S. is the major source of foreign investment in Argentina. 
According to official Argentine statistics, U.S. investment in Argentina 
totaled $1.8 billion and represented 39.7 percent of total foreign direct 
investment in Argentina registered at the Central Bank as of August 1976. 
Since then, U.S. investment has increased by relatively modest amounts. 
In 1977, U.S. firms invested $139 million (U.S. Survey of Current 
Business statistics) in Argentina, the great bulk of which was in the 
form of reinvested earnings. Aside from replacement of obsolete or aging 
machinery in the manufacturing sector, where the majority of U.S. invest- 
ment is concentrated, U.S. companies are expanding their operationsin the 
petroleum and banking sectors. The favorable trend is expected to 
continue in 1979. 
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